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RULES  AND  REGULATIONS 


Title  24 — Housing  and  Urban  Development 

CHAPTER  li — OFFICE  OF  ASSISTANT  SEC¬ 
RETARY  FOR  HOUSING  PRODUCTION 
AND  MORTGAGE  CREDIT — FEDERAL 
HOUSING  COMMISSIONER  (FEDERAL 
HOUSING  ADMINISTRATION).  DEPART¬ 
MENT  OF  HOUSING  AND  URBAN  DE¬ 
VELOPMENT 

[Docket  No.  R-76-382] 

SUBCHAPTER  C — PLANNING  ASSISTANCE  TO 
HOUSING  SPONSORS 

PART  271— LOAN  ASSISTANCE  FOR  PLAN¬ 
NING  LOW  AND  MODERATE  INCOME 
HOUSING 

“Seed  Money"  Loans 

Notice  was  given  on  April  13,  1976,  at 
41  FR  15422  that  the  Department  of 
Housing  and  Urban  Development  was 
proposing  amendments  to  Part  271  in 
order  to  make  the  “seed  money”  loan 
program  (under  section  106(b)  of  the 
Housing  and  Urban  Development  Act  of 
1968)  more  effective  for  use  in  conjui  c- 
tion  with  the  Section  202  elderly  program 
and  to  make  use  and  repayment  require¬ 
ments  more  specific. 

Interested  parties  were  given  the  op¬ 
portunity  to  submit  not  later  than  May 
14,  1976,  data,  views  and  suggestions  re¬ 
garding  the  proposed  amendments.  One 
comment  was  received.  That  comment 
suggested  that:  (1)  The  “cash  or  evidence 
of  prior  eligible  expenditures”  require¬ 
ment  should  be  reduced  from  20  percent 
to  10  percent  and  (2)  The  106(b)  “seed 
money”  loan  program  should  be  available 
to  Section  8  nonprofit  corporations  re¬ 
gardless  of  whether  Section  202  assist¬ 
ance  is  involved. 

With  respect  to  the  first  suggestion  in 
the  comment,  the  “cash  or  prior  expendi¬ 
ture”  requirement  cannot  be  reduced  be¬ 
low  20  percent  because  of  the  section 
106(b)  (1)  statutory  limitation  that  “seed 
money”  loans  “shall  not  exceed  80  per 
centiun  of  the  reasonable  costs  expected 
to  be  incurred  in  planning,  and  in  obtain¬ 
ing  financing  for,  such  housing  *  •  *”  The 
nonprofit  borrower,  therefore,  must  con¬ 
tribute  the  remaining  20  percent  in  order 
to  meet  the  statutory  requirement. 

With  respect  to  the  second  suggestion, 
the  proposed  rule  did  not  limit  the  use  of 
section  106(b)  “seed  money”  loans  to 
projects  financed  by  section  202  loans. 
However,  even  though  no  such  limitation 
appeared  in  the  proposed  rule,  an  admin¬ 
istrative  determination  had  been  made  in 
connection  with  the  proposed  rule  to 
limit  the  use  of  “seed  money”  loans  to 
projects  financed  with  section  202  mort¬ 
gages  because  of  the  overwhelming  need 
for  housing  for  the  elderly  and  handi¬ 
capped  and  the  limited  availability  of 
funds  under  section  106(b).  The  great 
number  of  section  202  applications  re¬ 
ceived  by  the  Department  reflects  the 
overwhelming  need  for  housing  for  the 
elderly  and  handicapped.  Sections  271.7, 
271.13,  and  271.15  of  the  proposed  rule 
have,  therefore,  been  changed  to  reflect 
the  administrative  decision  and  make  it 
clear  that  section  106(b)  “seed  money” 
loans  will  be  limited  to  use  in  conjunction 
with  section  202  loans. 

In  addition,  paragraph  (a)  of  §  271.5 
Is  being  amended  to  correct  a  technical 


deficiency.  'Hie  United  States  Code  cita¬ 
tions  are  being  Included  for  the  Housing 
and  Urban  Development  Act  of  1968  and 
section  106  of  that  Act. 

The  Department  has  determined  that 
an  Environmental  Impact  Statement  is 
not  required  with  respect  to  this  rule.  The 
Finding  of  Inapplicability,  in  accordance 
with  HUD’S  environmental  procedures 
handbook  (HUD  Handbook  1390.1),  is 
available  for  inspection  at  the  Office  of 
the  Rules  Docket  Clerk,  Room  10141,  De¬ 
partment  of  Housing  and  Urban  Develop¬ 
ment,  451  Seventh  Street,  SW.,  Washing¬ 
ton,  D.C. 

Accordingly,  Part  271  is  amended  as  set 
forth  below. 

Effective  date.  These  amendments  are 
effective  on  September  23, 1976. 

Note:  It  is  hereby  certified  that  the  eco¬ 
nomic  and  infiationary  impacts  of  this  regu¬ 
lation  have  been  carefully  evaluated  in  ac¬ 
cordance  with  OBM  Circular  A-107. 

James  L.  Young, 
Assistant  Secretary  for  Hotising, 
Federal  Housing  Commissioner. 

1.  Section  271.5  is  revised  by  amending 
paragraph  (a)  and  by  adding  three  new 
paragraphs,  (k),  (1),  and  (m). 

§  271.3  Definitions. 

*  •  *  •  • 

(a)  “Act”  means  the  Housing  and  Ur¬ 
ban  Development  Act  of  1968,  as 
amended,  (12  U.S.C.  1701  t,  et  seq),  and 
section  106  references  are  to  section  106 
of  said  Act  (12  U.S.C.  1701  x) . 

•  #  •  *  * 

(k)  “Loan  Contract  and  Trust  Agree¬ 
ment”  means  a  legally  binding  agreement 
in  a  form  approved  by  the  Secretary  gov¬ 
erning  the  use  of  “seed  money”  which 
must  be  executed  by  the  applicant  be¬ 
fore  loan  proceeds  can  be  disbursed. 

(l)  “Seed  money”  means  the  esti¬ 
mated  total  funds,  including  both  the 
borrower’s  cash  share  and  the  Federal 
loan  proceeds,  determined  by  the  Secre¬ 
tary  to  be  necessary  to  cover  the  expense 
of  planning  and  obtaining  financing  for 
an  eligible  project,  which  expense  must 
be  incurred  prior  to  the  first  disburse¬ 
ment  of  the  construction  loan  for  the 
project. 

(m)  “Cancellation”  means  the  dis¬ 
charge  of  a  “seed  money”  loan  obligaticm 
by  the  Secretary  provided  the  borrower 
meets  all  the  conditions  for  cancellation 
as  established  by  HUD. 

2.  Section  271.7  is  revised  to  read  as 
follows: 

§  271.7  Scope  of  assistance. 

’The  Secretary  may  make  loans  from 
the  Fimd  to  encourage  and  facilitate  the 
construction  or  rehabilitation  of  housing 
for  low  and  moderate  income  families 
and  individuals  under  section  202  of 
the  Housing  Act  of  1959,  as  amended  (12 
U.S.C.  1701  q).  The  conditions  of  eligi¬ 
bility  for  applicants  and  applications  for 
such  loans  and  the  terms  and  conditions 
under  which  the  proceeds  of  such  loans 
may  be  used  are  specified  In  this  subpart. 

3.  Section  271.13  is  revised  to  read  as 
follows: 


§  271.13  Filing,  processing  and  approv¬ 
ing  applications. 

(a)  The  application  shall  be  filed,  on  a 
form  prescribed  by  the  Secretary,  with 
the  HUD  area  or  Insuring  office  having 
jurisdiction  over  the  area  in  which  the 
applicant  proposes  to  construct  or  re¬ 
habilitate  a  housing  project  for  low  or 
moderate  Income  families  or  individuals 
to  be  financed  under  section  202  of  the 
Housing  Act  of  1959,  as  amended  (12 
U.S.C,  1701  q). 

(b)  The  application  shall  be  reviewed 
and  may  be  approved  by  the  appropriate 
Area  or  Insuring  Office  Director,  acting 
by  and  for  the  Secretary,  provided  there 
is  a  determination  that  the  financial  as¬ 
sistance  applied  for  will  carry  out  the 
purposes  of  this  part,  that  the  applicant 
is  eligible  for  such  assistance,  and  that 
the  availability  of  funding  for  the  loan 
has  been  verified  by  the  Central  Office. 

4.  Section  271.15  and  the  index  heading 
therefore  are  revised  to  read  as  follows: 
§271.15  Eligible  borrowers. 

To  be  eligible  for  a  loan,  a  borrower 
must; 

(a)  Be  an  incorporated  private  non¬ 
profit  organization  whose  articles  of  in¬ 
corporation  are  acceptable  to  the  Secre¬ 
tary;  however,  principals  of  a  private 
nonprofit  corporation  to  be  formed  may 
submit  the  initial  application.  The  bor¬ 
rower  must  be  the  proposed  mortgagor  of 
a  project  to  be  financed  under  section  202 
of  the  Housing  Act  of  1959,  as  amended 
(12  U.S.C.  1701  q). 

(b)  Have  either  available  cash  or  evi¬ 
dence  of  prior  eligible  expenditures,  or 
both  cash  and  eligible  expenditures,  in 
the  amount  of  20  percent  of  the  esti¬ 
mated  allowable  “seed  money”  expense. 
Loans  or  donations  to  the  borrower  of 
any  portion  of  these  funds  by  any  indi¬ 
vidual,  corporation,  partnership  or  other 
party  or  entity  seeking  a  profit  or  mone¬ 
tary  gain  from  the  project  are  prohibited. 
’This  includes  but  is  not  limited  to  at¬ 
torneys,  architects,  consultants,  mortga¬ 
gees,  builders,  developers,  management 
agents,  engineers,  surveyors,  subcon¬ 
tractors,  material  suppliers,  sellers  of 
land,  real  estate  brokers,  and  banks 
whose  officers  have  any  identity  of  inter¬ 
est  with  the  applicant/mortgagor.  How¬ 
ever,  the  sale  of  land  for  a  price  ap¬ 
proved  by  HUD  by  a  sponsor  to  the  pro¬ 
posed  mortgagor  shall  be  permitted. 

5.  Section  271.17  and  the  index  heading 
therefor  are  revised  to  read  as  follows; 

§  271.17  Use  of  “seed  money”. 

(a)  The  borrower  shall  agree  under 
the  Loan.  Contract  and  Trust  Agreement 
to  use  “seed  money”  loan  proceeds  only 
for  those  reasonable  and  actual  expenses 
which  must  be  incurred  prior  to  the 
initial  disbursement  of  the  construction 
loan  for  planning  the  rehabilitation  or 
construction  of  the  proposed  project  and 
in  obtaining  the  financing  for  the  pro¬ 
posed  project.  Loan  proceeds  may  be 
expended  only  for  those  items  specified 
on  the  approved  “seed  money”  loan 
application. 

(b)  Before  “seed  money”  loan  proceeds 
can  be  disbursed,  the  borrower’s  contri- 
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bution  for  "seed  money"  expense  must 
be  fully  spent  or  obligated  for  allowable 
items  of  expense.  Evidence  of  such  ex- 
penditures  or  obligations  shall  be  in  the 
form  of  bills,  processing  fees  due  for  the 
next  stage  of  processing  or  outstanding 
obligations  under  contracts  or  options. 
Obligations  must  be  due  and  payable 
within  three  months  of  the  date  of  the 
application  for  disbursement  of  loan 
proceeds  from  HUD. 

(c)  The  Area  or  Insuring  Office  Di¬ 
rector  may  approve  requests  for  disburse¬ 
ments  and  amounts  which  vary  f^om  the 
individual  line  items  shown  on  the  ap¬ 
proved  Section  106(b)  loan  application, 
provided  the  change  in  amounts  dis¬ 
bursed  will  not  result  in  an  hicrease  in 
the  total  loan  amoimt.  Approval  shall  be 
in  writing  and  shall  constitute  an  amend¬ 
ment  to  the  approved  loan  application 
and  Loan  Contract  and  Trust  Agree¬ 
ment. 

(d)  Revised  loan  applications  must  be 
filed  for  increases  in  the  total  loan 
amount.  In  such  cases,  an  additional  bor¬ 
rower’s  share  of  20  percent  of  the  esti¬ 
mated  increase  in  "seed  money"  needs 
must  be  spent  or  obligated  as  set  forth 
in  §  271.17(b)  before  additional  Federal 
funds  can  be  disbursed. 

(e)  Expenditures  for  the  purchase  of 
or  for  contracting  to  purchase  land  shall 
not  be  considered  an  eligible  "seed 
money"  expense  unle^  the  esipenditure 
has  the  written  approval  of  the  Field 
Office  Director.  If  the  borrower  owns  or 
acquires  any  legal  or  equitable  interest 
in  the  proposed  project  site,  the  "seed 
money”  loan  must  be  secured  by  a  re¬ 
corded  mortgage  describing  the  land 
comprising  the  proposed  project  site.  The 
Area  or  Insuring  Office  Director  holding 
the  aforesaid  mortgage  for  the  Secre¬ 
tary  has  authority  to  release  the  same 
and  shall  release  the  mortgage  lien  in 
order  to  permit  the  initial  disbursement 
of  the  construction  loan  under  the  fol¬ 
lowing  circumstances: 

(1)  If  the  Director  determines  that  the 
“seed  money”  loan  can  be  repaid  from 
the  proceeds  of  the  construction  loan. 

(2)  If  the  "seed  money”  loan  is  repaid 
from  other  sources. 

(3)  If  that  portion  of  the  “seed  money” 
loan  which  was  disbursed  for  the  pay¬ 
ment  of  the  land.  If  any,  is  repaid  and 
the  Director  recommends  cancellation  of 
any  remaining  “seed  money”  loan. 

(f )  Loan  proceeds  shall  not  be  co-min- 
gled  with  any  other  funds.  Including  the 
applicant’s  20  percent  share,  and  must  be 
placed  in  a  separate  account  in  a  bank, 
the  deposits  of  which  are  insured  by  the 
Federal  Deposit  Insurance  Corporation, 
and  any  interest  earned  thereon  must 
be  returned  to  HUD  Immediately  after  It 
is  paid  to  the  borrower. 

6.  Section  271.20  is  revised  to  read  as 
follows : 

§  271.20  Maximum  amount  of  loan. 

(a)  'The  loan  shall  not  exceed  80  per¬ 
cent  of  the  total  and  necessary  costs 


which  HUD  estimated  will  be  incurred  in 
planning  the  project,  for  the  legal  and 
organizational  expense  of  the  borrower 
and  obtaining  financing  or  fimding  under 
an  eligible  federally  assisted  program. 

(b)  In  no  event  shall  there  be  more 
than  one  “seed  money”  loan  for  a  pro¬ 
posed  housing  project  and  such  "seed 
money”  loan  shaH  not  exceed  $50,000. 

7.  A  new  S  271.22  and  index  heading 
therefor  are  added  to  read  as  follows: 

§  271.22  Maximum  line  item  expendi¬ 
tures. 

(a)  The  maximum  amount  of  "seed 
money”  expense  that  will  be  approved 
by  the  Secretary  shall  be  determined  by 
the  Area  or  Insuring  Office  Director  on 
the  basis  of  estimated  project  costs 
which  normally  occur  prior  to  the  dis¬ 
bursement  of  the  construction  loan.  Hie 
following  percentages  of  estimated  costs 
for  specific  items  are  the  maximum  ap- 
provable  “seed  money”  expenses  for  those 


items: 

Item :  Percent 

Preliminary  site  engineering 
(boundary  and  topographic  sur¬ 
veys  and  soU  tests) _  100 

Architectural  design  fee -  26 

Permanent  loan  commitment  fee 

(included  In  FNMA/ONM A  fee)-.  100 

Site  options _ _ _  100 

Organization  expenses  (reasonable 
travel,  telephone,  postage,  and 
similar  expenses  of  the  proposed 

mortgagor)  _  ’  76 

Legal  fees _  15 

Supplemental  management  fees _  25 

Consultant  fees _  25 

FHA  application  and  commitment 
fees  _  100 


'  Not  to  exceed  $750. 

(b)  The  total  maximum  approved 
“seed  money”  expense  may  be  increased 
by  up  to  10  percent  by  the  Area  or  In¬ 
suring  Office  Director  as  a  contingency 
for  actual  overruns  in  specified  items  of 
approved  “seed  money”  cost. 

(c)  Additional  items  of  approvable 
“seed  money”  expense,  such  as  other 
financing  fees,  may  be  added  to  the  total 
on  a  case-by-case  basis;  however,  re¬ 
quests  and  approval  of  additional  items 
must  be  fully  documented. 

8.  Section  271.25  and  the  index  head¬ 
ing  therefor  are  revised  to  read  as 
follows: 

§271.25  Cancellation  of  repayment. 

The  Secretary  may  cancel  the  repay¬ 
ment  of  all  or  any  portion  of  the  "seed 
money”  loan  provided: 

'•  (a)  The  borrower  has  not  violated  any 
of  the  provisions  of  the  Loan  Contract 
and  Trust  Agreement  and  has  used  “seed 
money”  funds  in  compliance  therewith. 

(b)  Either  monies  sufficient  to  repay 
the  loan  cannot  be  recovered  from  the 
loan  for  the  project  or  the  project  pro¬ 
posed  by  the  borrower  has  proved  to  be 
infeasible  as  determined  by  the  Secre¬ 
tary. 

(c)  The  amount  of  the  debt  which  will 
be  cancelled  or  waived  will  be  based  upon 


the  amoimt  of  approved  “seed  money” 
expense  that  was  not  recovered  and  re¬ 
paid  from  the  proceeds  of  the  construc¬ 
tion  or  permanent  loan  or  from  the  sale 
of  the  borrower’s  assets  as  provided  in 
paragraph  (d)  of  this  section  or  from 
any  other  source.  In  the  event  of  partial 
recovery  of  approved  “seed  money”  ex¬ 
penditures,  the  amount  recovered  must 
be  applied  first  to  the  repayment  of  any 
outstanding  “seed  money”  loan  ob¬ 
ligation. 

(d)  That  in  cases  where  the  “seed 
money”  loan  is  secured  by  a  lien  on  the 
site  or  where  a  site  or  other  assets  were 
purchased  in  part  or  totally  with  seed 
money,  and  such  site  or  assets  are  not 
used  by  the  borrower  for  a  project  eligi¬ 
ble  for  Section  106(b)  assistance,  such 
site  or  assets  must  be  sold  at  fair  mar¬ 
ket  value  and  the  net  proceeds  (sales 
price  less  indebtdness  and  sales  ex¬ 
pense)  used  to  repay  the  “seed  money” 
loan  to  the  extent  possible. 

(e)  Borrowers  shall  be  required  to 
certify  that  the  “seed  money”  loan  pro¬ 
ceeds  have  not  been  used  for  costs  other 
than  costs  for  proposed  projects  approved 
for  Section  106(b)  assistance. 

9.  Section  271.27  is  revised  to  read  as 
follows: 

§  271.27  Maturity  of  loans—— contract 
provisions. 

The  contract  for  a  loan  shall  provide 
for  repayment  by  the  borrower  within 
24  months  following  the  first  disburse¬ 
ment  of  funds  pursuant  to  the  Loan 
Contract  and  Trust  Agreement  or  at 
such  earlier  time  as  the  borrower  recov¬ 
ers  his  expense  from  the  proceeds  of  the 
construction  financing,  or  at  such  other 
time  as  may  be  fixed  by  contract  with 
the  Secretary,  In  the  event  the  borrower 
fails  to  comply  with  the  provisions  of 
the  Loan  Contract  and  Trust  Agreement, 
the  entire  outstanding  loan  obligation 
shall  immediately  become  due  and  pay¬ 
able.  In  the  event  the  borrower  is  unable 
to  develop  a  project  pursuant  to  the 
terms  of  the  Loan  Contract  and  Trust 
Agreement  or  any  amendments  thereto, 
the  time  for  repayment  may  be  extended 
under  such  terms  and  conditions  as  may 
be  prescribed  by  the  Secretary. 

10.  Section  271.30  is  revised  to  read 
as  follows: 

§  271.30  Interest  on  loans. 

No  interest  shall  be  charged  to  a  bor¬ 
rower  for  loans  made  ut)der  this  subpart 
provided  the  borrower  complies  with  the 
provisions  of  this  subpart  and  the  Loan 
Contract  and  Trust  Agreement. 

§§  271.50,  271.55,  271.60,  271.65,  271.- 
70, 271.75  [Amended? 

11.  In  §§271.50,  271.55,  271.60,  271.65, 
271.70  and  271.75  the  twelve  references 
to  “Commissioner”  throughout  the  text 
of  Subpart  C  are  changed  to  “Secretary." 

(Sec.  7(d) ,  Department  of  HUD  Act;  49  UHXL ' 
3636(d) ) 
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